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OATH OR AFFIRMATION

B.J. “Johnny” Wellmever, Jr.

_.swear (or affirm) that, to the best

of my knowledge and belief the accompanyin
o ~ I
Hanover Invesument Securities, Inc. as of Dece

the company nor any partner, proprietor, princi
soley as that of a customer, except as follows:

¢ financial statement and supporting schedules pertaining 1o the firm of
mber 31, 2003, are true, and correct. 1 further swear (or affirm) that neither
al officeimor diregtor has any proprietary interest in any account classified

K/

WALLACE K. PORTER

MY COMMISSION IS FOR LIFE

"NOTARY:PUBLIC
STATE OF LOUISIANA
‘NOTARY ID. #12745
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Compuiation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

Information relating to the Possession
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Computation for Determination of the k

A reconciliation between the audited an
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An Qath or Affirmation.

A copy of the SIPC Supplemental Report.

A Report describing any material inade
previous audit.
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or control Re

quirements Under Rule 15¢3-3.

explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
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d unaudited Statements of Financial Condition with respect to methods of
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LAPORTE SEHRT
ROoMIG HAND

CERTIFIED PUBLIC ACCOUNTANTS

The Shareholders
Hanover Investment Securities, Inc. .

‘Independent Auditor's Report

We have audited the accompanying statement of financial condition of HANOVER
INVESTMENT SECURITIES, INC: (the Company) as of December 31, 2005, and the related statements
of income, changes in stockholders’ equity, changes in liabilities subordinated to claims of general creditors,
and cash flows, for the year then ended, that you are filing pursuant to Rule 17a-5 under the Securities
Exchange Act of 1934. These financial statements are the responsibility of the Company's management.
Our responsibility is to express an opiriion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing thg;,: accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audit

provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of HANOVER INVESTMENT SECURITIES, INC. as of December 31, 2005, and the
results of its operations and its cash flows for the year then ended in conformity with accountmg principles
generally accepted in the United States of America.

Our audit was conducted for ihe purpose of forming an opinion on the basic financial statements
taken as a whole. The information contamed in Schedules I, 11, Il and IV is presented for purposes of
additional analysis and is not a requ1red part of the basic financial statements, but is supplementary
information required by Rule 17a-5 under the Securities Exchange Act of 1934. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a whole.

Ak, Bt dloms v

A Professional Accounting Corporation

Metairie, Louisiana
February 14, 2006
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Anndependently Owned Member



HANOVER INVESTMENT SECURITIES, INC.
STATEMENT OF FINANCIAL CONDITION
December 31, 2005

ASSETS
Cash and Cash Equivalents $ 8,655
Compensating Balance Held at Clearing Organization 6,017
Total Assets C $ 14,672

LIABILITIES AND STOCKHOLDERS' EQUITY
LIABILITIES | $ -

STOCKHOLDERS' EQUITY
Common Stock - $1 Par Value
Authorized, Issued, and Outstanding 30,000 shares $ 30,000
Nonvoting Common Stock - $5 Par Value
Authorized - 15,000 Shares

Issued and Outstanding - 12,100 Shares 60,500
Accumulated Deficit o (75,828)

Total Stockholders' Equity $ 14,672

Total Liabilities and Stoc];:holders' Equity $ 14,672

The accompanying notes are an inj(tegral part of these financial statements.
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HANOVER INVESTMENT SECURITIES, INC.
STATEMENT OF INCOME
For the Year Ended December 31, 2005

REVENUES
Concessions Earned $ 12,006
Interest Income ] 131
Total Revenues ‘ 12,137
EXPENSES
Professional Fees 7,500
NASD Registration Fees 974
Insurance 519
Office Expense - 194
Taxes and Licenses ‘ 63
Total Expenses - 9,250
NET INCOME BEFORE TAXES 2,887
INCOME TAX EXPENSE -

NET INCOME | : $ 2,887

The accompanying notes are an-integral part of these financial statements.
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HANOVER INVESTMENT SECURITIES, INC.
STATEMENTj OF CHANGES IN STOCKHOLDERS' EQUITY

Nonvoting Total
Common Common Accumulated Stockholders'

Stock Stock Deficit Equity
BALANCE - DECEMBER 31, 2004 $ 30,000 $ 60,500 $ (78,715) % 11,785
Net Income - Year Ended December 31, 2005 - - 2,887 2,887
BALANCE - DECEMBER 31, 2005 $ 30,000 $ 60,500 $ (75,828) § 14,672

The accompanying notes are an intj:'egral part of these financial statements.
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HANOVER INVESTMENT SECURITIES, INC.
STATEMENT OF CHANGES IN LIABILITIES
SUBORDINATED TO CLAIMS OF GENERAL CREDITORS
For the Year Ended December 31, 2005

Subordinated Liabilities - Beginning of Year
Increases

Decreases

Subordinated Liabilities - End of Year

The accompanying notes are an integral part of these financial statements.
I



HANOVER INVESTMENT SECURITIES, INC.

STAjTEMENT OF CASH FLOWS
For the Year Ended December 31, 2005

OPERATING ACTIVITIES
Net Income ‘
Adjustments to Reconcile Nét Income to Net
Cash Provided by Operating Activities:
Increase in Compensating Balance Held at Clearing Organization
Net Cash Provided by Operating Activities

NET INCREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS - BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS - END OF YEAR

The accompanying notes are an int%cgral part of these financial statements.
i
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HAVOVER INVESTMENT SECURITIES, INC.
NOTESTO FINANCIAL STATEMENTS

NOTE A
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

BUSINESS OF THE COMPANY

At December 31, 2005, HANOVER INVESTMENT SECURITIES, INC. (Company)
was registered as a broker/dealer with the Securities and Exchange Commission and was a member
of the National Association of Securities Dealers, Inc. The Company, acting in an agency capacity,
buys and sells securities and other investments for its customers and receives a commission.

ORGANIZATION

The Company was incorporated in Missouri on March 1, 1983, under the name of J. Penner
and Company, Inc. On October 19, 1984, a Certificate of Amendment to the corporation was issued
by the Secretary of State of Missouri amending the name of the corporation to HANOVER
INVESTMENT SECURITIES, INC. Accordingly, on November 14, 1984, new stock was issued
under the new name to the parfties holding the stock at the date of the name change.

USE OF ESTIMATES ‘

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States ‘jof America requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities at the date of the financial statements and
the reported amounts of revenues and expenses during the reporting period. Actual results could
differ from those estimates. '

CASH AND CASH EQUIVALENTS
For purposes of the Statement of Cash Flows, the Company considers all highly liquid
investments purchased with atmatunty of three months or less to be cash equivalents.

REVENUE RECOGNIT]ON

Customers’ securmes transactions are recorded on a settlement date basis with related
commission income and expenses recorded on a trade date basis. Other customers’ investments are
recorded on a trade date basis with related commission income and expenses recorded on a trade
date basis.

NOTEB
INCOME TAXES AND UNUSED OPERATING LOSS CARRYFORWARDS
The Company has avallab]e at December 31, 2005, $69,062 of unused operating loss carry-
forwards that may be apphed‘\ against future taxable income and that expire in various years from
2006 to 2023.

Although management expects the Company to generate taxable profits in future years, the
Company has recognized a valuatlon allowance equal to the amount of the deferred tax asset
associated with the operatmg loss carryforwards. As such, no deferred tax asset has been
recognized on the Statement oiff Financial Condition. In addition, the amount of income tax expense
applicable to the Company’s taxable income for the year ended December 31, 2005 is fully offset
by the utilization of available operating loss carryforwards. As such, no amount of income tax
expense has been recognized on the Statement of Income.




HAVOVER INVESTMENT SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS

NOTE C

COMMITMENTS AND CONTINGENCIES

The Company clears all customers™ securities transactions through a clearing broker, on a
fully disclosed basis, which, in accordance with accounting principles generally accepted in the
United States of America, are not included on the Statement of Financial Condition. These
transactions are referred to as “off-statement of financial condition commitments™ and differ from
the Company’s Statement of Financial Condition activities i that they do not give rise to funded
assets or liabilities. The Company receives a commission for initiating such transactions for its
customers. Initiating these trades for its customers involves various degrees of credit and market
risk in excess of amounts recognized on the Statement of Financial Condition. The Company
minimizes its exposure to loss under these commitments by subjecting the customer accounts to
credit approval and monitoring processes.

Once a trade 13 execuied, a customer is allowed three business days 1o settle the transaction
by payment of the settlement price (when purchasing securities) or the dehivery of the securities
(when selling securities). The Company is required by law to immediately complete a securitics
transaction when a customer fails to settle. The Company is at risk for anv loss realized in
completing transactions for its customers. At December 31, 2005, all unsettied transactions were
subsequently settled by customers without loss to the Company or open commitments were
adequately collateralized.

NOTE D
NET CAPITAL REQUIREMENTS
The Company is subject to the Securities and Exchange Commission Uniform Net Capital
Rule (Rule 15¢3-1), which requires the maintenance of minimum net capital and requires that the
ratio of aggregate indebtedness to net capital, both as defined, shall not exceed 15 10 1. A1
December 31, 2005, the Company had net capital of $14,672 which was $9,672 in excess of its
required net capital of $5,000. The Company’s net capital ratio was 0.0 to | at December 31, 2005.




HANOVER INVESTMENT SECURITIES, INC.
SUPPLEMENTARY INFORMATION
For the Year Ended December 31, 2005
- SCHEDULE 1
COMPUTATION OF NET CAPITAL UNDER RULE 15¢-3-1 OF
THE SECURITIES AND EXCHANGE COMMISSION

NET CAPITAL
Total Stockholders' Equity $

Deductions and/or Charges
Net Capital | $
AGGREGATE INDEBTEDN‘ES‘S $

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

Net Capital Required $
Excess of Net Capital $
Excess Net Capital at 1,000% $
Ratio: Aggregate Indebtedness:to Net Capital
RECONCILIATION WITH COMPANY'S COMPUTATION

(Included in Part IT of Form X-17A-5 as of December 31)
Net Capital, as Reported in Company's Part II (Unaudited)

FOCUS Report $
Other Adjustments
Net Capital Per Above o $

14,672

14,672

5,000
9,672

14,672

F

14,672

14,672



HANOVER INVESTMENT SECURITIES, INC.
SUPPLEMENTARY INFORMATION

‘ SCHEDULE 11
COMPUTATION FOR DETERMINATION OF RESERVE
REQUIREMENTS UNDER RULE 15¢3-3 OF THE
SECURITIES AND EXCHANGE COMMISSION

HANOVER INVESTMENT SECURITIES, INC. is exempt from the reserve requirements and the
related computations for the determination thereof under paragraph k(2)(ii) of Rule 15¢3-3 under the
Securities and Exchange Act of 1934 as HANOVER INVESTMENT SECURITIES, INC. carries no
margin accounts in connection with its activities as a broker or dealer, does not otherwise hold funds or
securities for, or owe money or securities to customers.

During the year ended December 31, 2005, HANOVER INVESTMENT SECURITIES, INC. has
maintained its compliance with the conditions for exemption specified in paragraph k(2)(ii) of Rule 15¢3-3.

SCHEDULE Il
INFORMATION RELATING TO POSSESSION OR CONTROL
REQUIREMENTS UNDER RULE 15¢3-3 OF THE
SECURITIES AND EXCHANGE COMMISSION

HANOVER INVESTMENT SECURITIES, INC. is exempt from the reserve requirements and the
related computations for the determination thereof under paragraph k(2)(ii) of Rule 15¢3-3 under the
Securities and Exchange Act of 1934 as HANOVER INVESTMENT SECURITIES, INC. carries no
margin accounts in connection with its activities as a broker or dealer, does not otherwise hold funds or
securities for, or owe money or securiﬁes to customers.

During the year ended December 31, 2005, HANOVER INVESTMENT SECURITIES, INC. has
maintained its compliance with the conditions for exemption specified in paragraph k(2)(ii) of Rule 15¢3-3.

; SCHEDULE IV
SCHEDULE OF SEGREGATION REQUIREMENTS
AND FUNDS IN SEGREGATION FOR CUSTOMERS’ REGULATED
COMMODITY FUTURES AND OPTIONS ACCOUNTS

i
HANOVER INVESTMENT SECURITIES, INC. is exempt from the reserve requirements and the
related computations for the determination thereof under paragraph k(2)(ii) of Rule 15¢3-3 under the
Securities and Exchange Act of 1934 as HANOVER INVESTMENT SECURITIES, INC. carries no
margin accounts in connection with its activities as a broker or dealer, does not otherwise hold funds or
securities for, or owe money or securities to customers.

During the year ended December %], 2005, HANOVER INVESTMENT SECURITIES, INC. has
maintained its compliance with the conditions for exemption specified in paragraph k(2)(ii) of Rule 15¢3-3.
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LAPORTE SEHRT
ROMIG HAND

CERTIFIED PUBLIC ACCOUNTANTS

The Board of Managers
Hanover Investment Securities, Inc.

Independent Auditor’s Report on Internal Control

In planning and performing our audit of the financial statements of HANOVER INVESTMENT
SECURITIES, INC. for the year ended December 31, 2005, we considered its internal control, including
control activities for safeguarding securities, in order to determine our auditing procedures for the purpose
of expressing our opinion on the financial statements and not to provide assurance on internal control.

Also, as required by Rule 17a:5(g)(1) of the Securities and Exchange Commission (SEC), we have
made a study of the practices and procedures followed by HANOVER INVESTMENT SECURITIES,
INC. including tests of such practices and procedures that we considered relevant to the objectives stated in
Rule 17a-5(g) in making the periodic computations of aggregate indebtedness and net capital under Rule
17a-3(a)(11) and the procedures for determining compliance with the exemptive provisions of Rule 15¢3-3.
We did not review the practices and procedures followed by the Company in making the quarterly securities
examinations, counts, verifications and comparisons, and the recordation of differences required by Rule
17a-13 or in complying with the requirements for prompt payment for securities under Section 8 of
Regulation T of the Board of Governors of the Federal Reserve System, because the Company does not
carry security accounts for customers or perform custodial functions relating to customer securities.

The management of the Company is responsible for establishing and mamtammg internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility,
estimates and judgments by managerr{ent are required to assess the expected benefits and related costs of
controls, and of the practices and procedures referred to in the preceding paragraph, and to assess whether
those practices and procedures can be expected to achieve the SEC’s above-mentioned objectives. Two of
the objectives of internal control and the practices and procedures are to provide management with
reasonable, but not absolute, assur%nce that assets for which the Company has responsibility are
safeguarded against loss from unauthorized use or disposition, and that transactions are executed in
accordance with management’s autho”rlzatlon and recorded properly to permit the preparation of financial
statements in conformity with generally accepted accounting principles. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.

110 VETERANS MEMORIAL BOULEVARD, SJUITE 200, METAIRIE, LA 70005-4958 + 504.835.5522 - FaXx 504.835.5535
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| WWW.LAPORTE.COM

I RSMMcGladrey Network

! An independently Owned Member




Because of inherent limitations in internal control or the practices and procedures referred to above,
errors or fraud may occur and not be detected. Also, projection of any evaluation of them to future periods
is subject to the risk that they may ‘become inadequate because of changes in conditions or that the
effectiveness of their design and operaf;ion may deteriorate.

Our consideration of the internal control would not necessarily disclose all matters in internal
control that might be material weaknesses under standards established by the American Institute of
Certified Public Accountants. A mate;:rial weakness is a condition in which the design or operation of the
specific internal control components does not reduce to a relatively low level the risk that errors or fraud in
amounts that would be material in relation to the financial statements being audited may occur and not be
detected within a timely period by employees in the normal course of performing their assigned functions.
However, we noted no matters involving internal control, including control activities for safeguarding
securities that we consider to be material weaknesses as defined above,

We understand that practicesi and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in accordance
with the Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do
not accomplish such objectives in all ‘:material respects indicate a material inadequacy for such purposes.
Based on this understanding and on our study, we believe that the Company’s practices and procedures
were adequate at December 31, 2005, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Shareholders,
management, the Securities and Exchange Commission, the National Association of Securities Dealers, the
New York Stock Exchange and other regulatory agencies which rely on Rule 17a-5(g) under the Securities
Exchange Act of 1934 in their regulation of registered brokers and dealers, and is not intended to be and

should not be used by anyone other than these specified parties.

ltte, foht, Koms ¢ Wl

A Professional Accounting Corporation

Metairie, Louisiana
February 14, 2006




